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PRELIMINARY  REPORT 


BACKGROUND 

Crude  oil  lies  deep  in  undergroiind  reservoirs  in 
Montana,    Entrepreneurs  drill  for  and  capture  these  re- 
servoirs, slowly  emptying  them  through  drainage  tubes 
thousands  of  feet  deep.    The  captured  oil  is  refined 
into  gasoline  in  the  plains  country  of  Montana.  Yet 
Montanans,  proud  possessors  of  crude  oil,  refineries, 
and  a  network  of  crude  and  product  pipe  lines  extend- 
ing from  one  end  of  the  state  to  the  other,  pay  the 
highest  price  in  the  land  for  gasoline.    This  is  a 
notable  fact  not  contested  by  the  oil  industry,  and 
shown  each  month  by  an  independent  survey.    It  is  of 
long  standing. 

In  1921  the  late  Senator  Thomas  J.  Walsh  told 
the  Senate  of  the  United  States  that  "the  people  of 
Montana  are  obliged  to  pay  for  gasoline  a  higher  price 
than  that  paid  by  the  people  of  any  other  state." 

Thirty-five  years  later.  State  Representative 
Lee  Schumacher,  testified  about  gasoline  prices  in 
Montana  before  a  committee  of  the  State  Senate.  His 
conclusion:    "Something  is  drastically  wrong." 

On  March  15,  1955,  the  thirty-fourth  legisla- 
tive assembly  of  the  State  of  Montana  approved  the 
following  bill: 

"Be  it  enacted  by  the  Legislative 
Assembly  of  the  State  of  Montana: 

"Section  1.    There  is  hereby 
appropriated  out  of  any  money  in  the 
state  treasury,  not  otherwise  appro- 
priated, the  sum  of  twenty  thousand 
dollars  ($20,000.00),  or  so  much 
thereof  as  may  be  necessary,  to  the 
Montana  Trade  Commission,  for  the 
purpose  of  investigating  the  prevail- 
ing methods  of  fixing  prices  in  the 
marketing  of  gasoline  and  refined 
petroleum  products  in  Montana,  to 
determine  whether  such  price-fixing 
methods  are  in  violation  of  the  con- 
stitution and  statutes  of  Montana, 
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and  shall  cause  to  be  prosecuted,  by- 
civil  or  criminal  actions,  or  both, 
any  such  violations. 

"Section  2,    An  emergency  is 
hereby  declared,  and  the  appropriation 
hereinabove  provided  shall  be  deemed 
and  held  valid  notwithstanding  the 
provisions  of  the  budget  act. 

"Section  3»    This  act  shall  be  in 
full  force  and  effect  from  and  after  its 
passage  and  approval, 

"Approved  March  15,  1955." 

The  author  of  this  bill  was  Representative  Lee 
Schumacher,  Democrat  from  Phillips  County.    The  bill 
passed  almost  unanimously  and  had  wide  bi-partisan 
support . 

On  February  23,  1955,  the  Senate  Finance  and 
Claims  Committee  held  a  public  hearing  on  the  bill 
in  the  House  Chambers.  Representative  Schumacher 
appeared  in  support  of  his  bill,  and  stated,  "I, 
and  I  daresay,  thousands  of  Montana  citizens  would 
appreciate  knowing  why  we  in  Montana  must  pay,  and 
continue  to  pay,  the  highest  price  for  gasoline  in 
the  Tft^ole  United  States." 

"Why  does  Montana  deserve  this  dubious  dis- 
tinction?" Schumacher  asked. 

There  was  bi-partisan  support  for  the  bill. 
Representative  Sumner  Gerard,  Republican  from  Madison 
County,  and  John  H.  Toole,  President  of  the  Missoula 
Chamber  of  Commerce  and  former  Republican  represent- 
ative from  that  county,  spoke  in  favor  of  the  bill. 

Representative  Gerard  said,  "Surely  the  people 
have  a  right  to  know  what  the  reasons  are  for  their 
paying  a  higher  price  than  adjoining  states  on  a 
product  so  closely  affecting  their  livlihood." 

Toole  added,  "The  price  of  gasoline  in  our 
community  has  been  harmful  to  our  community.    We  are 
the  recipients  of  constant  complaints  from  tourists 
passing  through  who  have  never  paid  such  a  price 
anywhere.* 
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The  Petroleum  Industries  Committee,  composed  of 
representatives  from  ten  major  oil  companies  and  the 
Farmers  Union,  chose  one  of  its  members  to  speak  for 
the  industry  in  opposition  to  the  bill,    Mr.  J,  A, 
Lentz,  then  Continental  Oil  Company's  manager  of  mar- 
kets in  the  Rocky  Mountain  States,  spoke  for  the  group. 
(Continental  is  generally  considered  to  be  the  price 
leader  in  the  Rocky  Mountain  States  by  members  of  the 
industry.) 

Not  one  independent  oil  operator  spoke  in 
opposition  of  the  bill. 

Mr.  Lentz  denied  that  Montanans  paid  more  for 
their  gasoline  than  the  citizens  of  other  states  and 
he  quoted  many  statistics  to  back  up  his  statement. 
(At  a  later  hearing  the  Vice-President  of  Mr.  Lentz's 
company  admitted  that  Montana  prices  were  higher  than 
elsewhere.)    Under  close  questioning  by  Senator  Charles 
Mahoney,  Republican  from  Garfield  County  and  Chairman 
of  the  Finance  and  Claims  Committee,  Mr.  Lentz  stated 
categorically  that  this  company  "exercised  absolutely 
no  control"  over  their  gasoline  stations  and  over  the 
retail  price  of  gasoline. 

The  hearing  closed  following  W.  A.  Brown's 
statement  that  the  price  of  gasoline  had  only  in- 
creased 8.16^  from  1925  to  1954.    Brown  is  a  Helena 
attorney  and  Secretary  to  the  Petroleum  Industries 
Committee.    Other  sources  show  the  price  has  risen 
over  75^  since  1933. 

The  bill  was  approved  by  the  Finance  and  Claims 
Committee  and  approved  by  the  legislature  on  March  15, 
1955. 

The  Montana  Trade  Commission  started  investi- 
gating gasoline  prices  at  once.    Two  special 
investigators  were  hired  to  work  on  the  investigation  - 
one  a  lawyer,  the  other  an  oil  man. 
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PREFACE 


Most  members  of  the  driving  public  never  see  a 
gallon  of  gasoline.    They  come  closest  to  it  -when  they 
cruise  alongside  a  gasoline  pump  in  their  favorite 
service  station  and  nod  a  "fill  »er  up"  to  the  attend- 
ant •    The  Commission  decided  to  start  its  investigation 
at  this  point. 

There  was  no  magic  in  this  decision.    No  member 
of  the  Commission,  nor  its  counsel,  was  familiar  with 
the  oil  industry/-  except  in  a  general  way.    At  the  time 
it  seemed  more  understandable  to  trace  a  gallon  of  gas- 
oline backward,  from  the  nozzle  it  ultimately  gushed 
out  of  through  the  marketing  and  refining  channels  to 
the  oil  well  that  first  produced  the  barrel  of  crude 
oil. 

The  service  station  operator  is  the  only  contact 
with  the  oil  industry  that  most  Montanans  have.  A 
Montanan  is  as  familiar  with  him  as  he  is  with  his 
barber,  and  he  visits  him  |aore  often.    The  first  phase 
of  the  investigation  consisted  of  exhaustive  inter- 
views with  service  station  operators  in  the  State. 
These  interviews  were  conducted  both  individually 
ana  in  groups. 

The  service  station  operators  cooperated  fully 
with  the  Commission  and  its  investigators.    That  ser- 
vice station  operators  are  generally  dissatisfied 
with  their  lot  was  immediately  apparent.    But  it  was 
equally  apparent  that  they  are  reluctant  to  talk  about 
their  problems  except  among  themselves. 

There  are  several  reasons  for  this  reluctance 
to  talk  openly  about  problems,  not  the  least  of  which 
is  the  fact  that  the  operator  is  forced  into  the  pos- 
ition of  being  spokesman  for  the  industry  to  the 
motoring  public.    He  is  the  man  on  the  ground.  It's 
his  job  to  back  up  his  company's  advertising  and 
explain  the  latest  price  increase.    This  is  often  a 
terrible  responsibility. 

Definitely  another  reason  for  his  reluctance  to 
talk  is  fear  of  reprisals.    Early  this  year  there  was 
an  effort  to  get  a  price  war  started  in  Great  Falls. 
A  representative  of  Continental  Oil  Company  summoned 
all  Conoco  dealers  in  the  city  to  a  meeting  in  his 
room  at  the  Rainbow  Hotels    He  asked  the  dealers  to 
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take  a  reduction  in  their  margin  of  profit  in  return  for  a 
small  reduction  to  them  in  the  cost  of  the  gasoline.  The 
Conoco  dealers  refused  at  the  time  to  take  the  reduction. 
At  the  close  of  the  meeting  one  of  the  operators  spoke  up 
vehemently  against  company  control.    And  the  company 
representative  immediately  threatened  to  cancel  the  oper- 
ator's lease.    A  few  weeks  later  the  Conoco  dealers  broke 
the  price  in  line  with  the  company's  request.  So-called 
"uncooperative"  operators  often  find  themselves  out  of  a 
job.    The  Commission  recognizes  the  situation,  and  no  one 
is  quoted  by  name  in  this  report  without  permission  of 
the  speaker. 

How  is  a  gallon  of  gasoline  bought  and  sold?  The 
Commission  investigated  the  vrfiole  field  of  marketing  in 
the  industry.    Gasoline  is  sold  by  major  companies  to  a 
variety  of  categories  of  buyers,  whose  methods  of  pur- 
chasing petroleum  products  literally  defy  the  economic 
law  of  supply  and  demand.    For  instance: 

Major  company  service  stations  pay  more  for  gas- 
oline than  any  other  category  of  buyer,  and  yet  it  is 
the  major  company  station  that  buys  and  sells  the  bulk 
of  all  gasoline  manufactured; 

Independent  service  stations  buy  at  a  lower  price 
than  major  company  stations  and  usually  pass  on  at 
least  part  of  this  saving  to  the  public; 

Independent  buyers,  such  as  contractors,  cities, 
counties,  etc.,  pay  as  much  as  5  cents  less  per  gallon 
than  the  major  company  service  station  operator. 

One  reason  for  the  high  price  of  gasoline  to  the 
public  was  apparent  almost  immediately.    If  the  major 
company  station  pays  the  most,  then  he  must  sell  for 
the  most.    But  this  is  true  nationally.    IVhy  is  Montana 
the  highest? 

The  answer  is  lack  of  competition  and  control  by 
a  few  companies.    This  control  is  evidenced  by  the  fact 
that  gasoline  is  never  sold  at  the  refinery,  but  rather 
always  delivered  to  the  buyer  with  the  cost  of  trans- 
portation included  in  the  price.    Major  companies  sell 
ninety-five  per  cent  of  the  gasoline  sold  in  Montana 
and  these  companies  control  completely  the  method  by 
which  gasoline  is  transported.    Also,  almost  the  total 
refining  capacity  in  the  state  is  controlled  by  major 
oil  companies,  a  control  effected  since  1942.    At  that 
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time  thir  oy-ic      i^efineries  supplied  the  needs  of 
Montanans;  today  three  refintex^.c^  manufacture  75  per 
cent  of  all  gasoline  made  in  the  Sta:'^« 

Altogether,  six  refineries  refine  nearly  95^  of 
all  the  crude  oil  processed  in  the  State.    Major  oil 
companies  then  sell  nearly  95^  of  aH  the  gasoline  sold 
in  the  state.    And  they  control  completely  the  method 
by  which  petroleum  products  are  transported.    But  what 
about  production?    It  was  here  that  the  investigation 
halted,  at  the  well-head  where  the  crude  oil  flows 
into  the  receiving  tanks  to  begin  the  trip  to  the 
automobile • 

The  Montana  producers  are  not  a  happy  lot. 
Montana  crude  goes  begging  for  a  buyer.    Most  crude 
refined  in  the  State  comes  from  outside  the  State. 
And  the  so-called  "posted  field  price",  the  price 
major  companies  say  they  will  pay  for  crude  at  the 
oil  field,  is  seldom  paid  to  an  independent  producer. 
It  is  true  that  the  major  companies  do  not  directly 
control  as  large  a  percentage  of  production  as  they 
do  of  refining,  transportation  and  marketing.  They 
don't  have  to.    An  independent  can  produce  as  much  as 
he  wants  without  waste.    But  the  hard  economic  fact 
is  that  his  production  is  worthless  without  a  buyer. 

The  Montana  Trade  Commission  is  forced  to  the 
conclusion  that  gasoline  and  other  petroleum  products 
are  priced  high  in  Montana  because  there  is  an  almost 
total  lack  of  competition  in  the  industry.    A  few 
major  companies  effectively  control  nearly  all  of  the 
production,  refining,  marketing  and  transportation 
facilities  in  the  industry  in  Montana. 

The  following  discussion  will  show  why  the 
Commission  arrived  at  this  conclusion. 
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M  ARKETING 


A.    MAJOR  COMPANY  SERVICE  STATION  OPERATOR^ 

The  major  company  retail  service  station  operator 
is  the  orphan  child  of  the  oil  industry.    Usually  he 
leases  his  station  from  a  major  oil  company  on  a  year 
to  year  basis* 

These  so-called  "leases"  are  more  contracts  of 
bondage  than  respectable  legal  documents.    There  are 
a  multitude  of  conditions  in  each  lease  including  a 
prohibition  against  selling  gasoline  to  intoxicated 
persons  and  a  charge  that  he  keep  a  proper  amount  of 
supplies  in  the  rest  rooms.    The  slightest  violation 
of  any  condition  in  the  lease  automatically  voids  the 
lease  and  permits  the  major  oil  company  to  evict  the 
operator  forcibly  without  notice  or  legal  process. 

There  are  so  many  conditions  in  these  leases  and 
they  are  so  exacting  that  only  someone  whp  enjoyed 
divine  guidance  could  possibly  comply  with  their  terns. 
There  are  many  examples  of  operators  summarily  dismissed 
after  many  years  service  to  the  company  for  the  flim- 
siest possible  reasons. 

Sam  Rogers,  former  Phillips  "66"  service  station 
operator  in  Great  Falls,  Montana,  testified  under  oath 
that  he  was  cancelled  out  of  one  lease  absolutely  with- 
out notice  and  then  presented  with  a  new  one  requiring 
him  to  stay  open  two  extra  hours  at  night.    No  reason 
at  all  was  given  him  for  the  cancellation.    His  was  not 
to  question  why. 

Perhaps  the  reason  was  that  the  company  wanted 
Rogers  to  pump  more  gallons  of  gasoline  each  day.  If 
this  was  the  reason  and  if  he  pumped  ten  more  gallons 
a  day,  it  cost  the  company  nothing  to  attain  the  ad- 
ditional gallonage.    It  would  cost  Sam  Rogers,  though^ 
His  cost  would  be  two  more  hours  added  to  an  already 
long  work  day,  or  if  he  hired  a  man  at  the  union  scale, 
te.OO  in  wages.    His  gross  profit  on  ten  gallons  would 
be  65  cents. 

Why  would  the  company  want  Sam  Rogers  to  pump  an 
extra  ten  gallons?    The  company  owns  many  stations  ir  the 
Great  Falls  area  that  were  also  told  to  stay  open  two 
extra  hours.    If  ten  such  stations  stay  open  two  more 
hours  and  sell  ten  additional  gallons  each,  the  company's 
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gallonage  in  the  area  is  increased  by  one  hundred 
gallons — at  no  additional  cost  to  the  company. 

^-  ^- 

Retail  service  station  operators  buy  more  gas- 
oline and  petroleum  products  than  any  other  group. 
And  yet  any  citizen  can  buy  gasoline  and  other  pro- 
ducts from  a  wholesaler  at  the  same  price  as  the 
service  station  operator* 

Mr.  Herbert  G.  Carmichael,  Manager  of  Market 
for  the  Texas  Company,  was  asked: 

Question:  "...why  does  the  Texas  Company  sell 
to  an  individual  purchaser  at  the  same  price  that  it 
sells  to  the  retail  dealer...?" 

Answer:    "Because  there  is  the  competition  in 
this  particular  area  that  we  are  forced  to  meet;  that 
is  a  competitive  practice,  and  we  meet  competition  as 
we  find  it." 

The  retail  service  station  operator  pays  the  so- 
called  Tank  Wagon  price  for  his  gasoline.    The  Tank 
Wagon  price  would  seem  to  be  the  wholesale  price  for 
gasoline.    This  is  hardly  the  fact. 

But  here  is  what  spokesmen  for  the  major  companies 
say  the  Tank  Wagon  price  is.    The  Tank  Wagon  price, 
they  say,  is  the  wholesale  price  at  which  major  com- 
panies and  other  marketers  sell  gasoline  and  other 
petroleum  products  to  service  stations. 

"That  wholesale  price  covers  all  the  costs  of 
finding  crude  oil,  transporting  it  to  refineries,  re- 
fining it  into  products,  providing  marketing  facilities, 
and  moving  the  products  to  the  service  station  pump." 
This  is  an  illuminating  statement.    It  was  made  by  Mr. 
Ross  of  Standard  Oil  of  Indiana.    It  assumes  such  com- 
plete control  of  all  phases  of  the  business — ^production, 
transportation,  refining  and  marketing— that  the  price 
to  the  dealer  can  include  the  cost  of  building  the 
service  station  he  leases.    It  should  be  pointed  out 
that  he  also  pays  rent  for  the  station  based  on  the 
number  of  gallons  of  gasoline  he  sells.    Most  land- 
lords figure  to  amortize  their  building  costs  out  of 
the  rent  they  receive. 
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There  is  no  talk  by  Mr«  Ca^^'^'^^^hael  of  a  low  price  in 
this  particular  area  because  of  competition^    The  major 
company  service  station  operator  pays  what  the  companies 
tell  him  to  pay*    He  cannot  ask  for  a  competitive  price. 
He  has  no  bargaining  power. 

Categorically,  the  Tank  Wagon  price  is  not  the 
wholesale  price.    It  is  a  wholesale  price. 

It  is  the  Tank  Wagon  price,  the  highest  wholesale 
price  in  an  industry  with  many  different  wholesale  prices, 
that  is  passed  on  to  the  motoring  public.    The  major 
company  service  station  operators  sell  most  of  the  gas- 
oline and  other  petroleum  products  sold,  and  nearly  all 
their  sales  are  made  to  the  motoring  public.    Since  the 
service  station  operator  pays  the  highest  wholesale  price 
possible,  it  is  inevitable  that  the  motoring  public  pays 
the  highest  retail  price  possible.    When  the  Tank  Wagon 
price  is  higher  in  Montana  than  anywhere  else  in  the 
country,  it  follows  that  the  retail  price  will  also  be 
higher  in  Montana  than  anywhere  else  in  the  country. 

The  major  company  service  station  operators  pay 
the  highest  wholesale  price  of  any  bujdLng  group  because 
they  are  rigidly  controlled  by  the  major  companies  and 
are  forced  to  pay  any  price  the  companies  decide  to 
charge • 

Cities,  counties,  road  contractors,  taxi  companies, 
bus  com-panies,  fleet  operators  and  the  like  all  purchase 
gasoline  at  less  than  the  Tank  Wagon  price,  in  some  cases 
as  much  as  5*2  cents  under.    These  buyers  buy  on  the  open 
market  and  either  negotiate  their  purchases  or  call  for 
bids. 

The  major  company  service  station  operator,  even 
though  he  buys  in  large  quantities,  cannot  buy  on  the 
open  market,  but  must  buy  from  the  company  that  con- 
trols his  station.    He  has  no  control  over  the  method 
of  transportation  by  which  his  gasoline  reaches  him. 
He  could  save  3*4  cents  a  gallon  by  bujrlng  in  large 
transport  lots.    But  when  his  major  company  supplier 
delivers  him  gasoline  in  transport  lots,  the  saving 
is  not  passed  on  to  the  operator.    It  follows,  of 
coiirse,  that  the  saving  also  is  not  passed  on  to  the 
motoring  public. 

The  average  major  company  service  station 
operator  works  a  twelve  hour  day  six  days  a  week. 
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This  is  shown  in  a  survey  published  by  E.  !•  Du  Pont  de 
wemours  "in  behalf  of  the  oil  industry".    Du  Pont  man- 
ufactxires  many  articles  sold  in  service  stations.  All 
interviews  were  conducted  nationally  by  National  Analysts, 
Inc.,  of  Philadelphia. 

The  survey  shows  that  the  service  station  operator 
is  almost  invariably  a  man  of  pleasing,  outgoing  per- 
sonality whose  customers  buy  from  him  because  they  like 
him — not  because  they  are  impressed  with  the  product  he 
sells.    One-third  of  the  operators  have  no  employees, 
one-half  employ  part  time  employees  21  hotirs  per  week. 
The  average  dealer  has  had  his  station  6.2  years,  works 
72  hours  per  week  for  a  median  income  of  $4, 160.00  per 
year.    This  works  out  to  slightly  more  than  $1.21  per 
hour! 

Their  chief  complaints  are  small  profits  and  un- 
certain business  conditions.    Representatives  of  the 
major  companies  did  not  brag  to  the  Commission  about 
the  earning  power  of  the  "independent  businessmen" 
who  operate  their  service  stations.    This  is  under- 
standable in  view  of  the  fact  that  it  is  not  the 
service  station  operator  who  benefits  from  the  high 
price  of  gasoline  in  Montana. 

It  was  the  opinion  of  the  overwhelming  majority 
of  service  station  operators  interviewed  by  the  Com- 
mission that  the  price  of  gasoline  is  too  high  in 
Montana.    These  operators  pay  rent  for  their  stations 
and  it  must  be  assumed  that  they  return  a  good  profit 
to  their  lessors,  since  the  annual  statements  of  the 
major  companies  always  show  a  profit. 

The  service  station  operators  could,  if  they 
were  permitted  to  purchase  at  the  same  price  as  other 
quantity  buyers,  sell  a  gallon  of  gasoline  3*4  cents 
less  than  the  present  price,  because  the  tank  car 
price  is  presently  3»4  cents  less  than  the  posted 
Tank  Wagon  price.    The  tank  car  price  is  the  price 
quoted  for  purchases  of  from  7,000  to  10,000  gallons. 
Just  as  tank  wagon  deliveries  are  in  lots  of  hun- 
dreds of  gallons,  tank  car  or  transport  deliveries 
are  in  lots  of  thousands  of  gallons.    Almost  any 
service  station  operator  could  arrange  to  buy  in  this 
quantity  if  his    supplier  would  let  him.    And  the 
saving  would  immediately  be  passed  on  to  the  motor- 
ing public. 

It  would  seem  that  charging  their  own  high 
volume  outlets  the  highest  price  for  gasoline,  the 
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major  companies  have  reversed  the  law  of  supply  and 
demand •    Those  who  buy  the  most  pay  the  most* 


B.    INDEPEWDEMT  SERVICE  STATION  OPERATOR* 

The  Independent  service  station  operator  accounts 
for  5.165^  of  the  market  and  operates  largely  through 
the  sufferance  of  the  major  companies*    If  he  can  get 
an  independent  supplier,  he  buys  his  gasoline  at  3  or 
4  cents  under  the  Tank  Wagon  Price.    This  is  generally 
the  same  quality  gasoline  as  that,  sold  to  his  ma.jor 
company  competitor*    Often  it  comes  from  the  same 
batch  of  gasoline* 

The  independent  service  station  usually  does  not 
give  credit  and  sells  his  gasoline  2  cents  less  per 
gallon  than  the  major  conqpany  stations*    Thus  he 
makes  as  much  margin  per  gallon  as  the  major  company 
service  station  and  sometimes  more  if  he  has  pur- 
chased his  gasoline  4  cents  under  the  Tank  Wagon 
price  and  sells  it  for  2  cents  under  the  prevailing 
retail  price*    It  is  the  policy  of  the  majors  to 
permit  an  independent  to  sell  at  a  price  2  cents  a 
gallon  less  than  their  stations*    Even  so  he  has  to 
be  extremely  cautious  or  he* 11  invite  dreadful  re- 
tribution in  the  form  of  a  price  war. 

Occasionally,  an  independent  succeeds  in 
cutting  the  price  up  to  as  much  as  4  C3nts,  but  the  price 
war  usually  brings  him  into  3iJie*    The  price  war  is 
the  major  coii^)anies*  method  of  keeping  independents 
in  line  and  also  of  increasing  gallonage* 

In  a  price  war  the  price  of  gasoline  goes  stagger- 
ing down,  one  major  company  station  pretending  to  compete 
with  another,  until  finally  the  independent  pleads  for 
mercy  and  brings  his  price  up  to  the  accepted  2  cents 
less  per  gallon  allowed  him  by  the  majors* 

The  price  war  is  an  excellent  weapon  (from  one 
I)oint  of  view)  because  it  doesn^t  cost  the  major 
company*    Most  of  the  ordered  reduction  in  price  is 
taken  out  of  the  dealer*  s  margin  and  the  bulk  dis- 
tributor's margin  of  profit*    The  price  war  is  simply 
another  unbelievable  aspect  of  the  oil  industry*  It 
looks  like  active  conqpetition  at  work*    In  fact, 
though,  it's  a  perfectly  controlled  show  designed  to 
stifle  competition* 
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There  were  two  examples  of  price  wars  in  Montana 
last  winter  and  spring,  one  was  in  Great  Falls,  the  other 
in  Butte. 

In  Great  Falls  the  price  war  was  launched  in  order 
to  bring  "Save  Ur  Self",  a  large  independent,  into  line. 
"Save  Ur  Self"  was  selling  4  cents  under  the  established 
major  price*  Major  company  policy  is  not  to  permit  any- 
one to  sell  at  more  than  2  cents  under  the  established 
price. 

One  by  one  the  major  company  stations  toppled 
their  prices  to  meet  the  independent.    Signs  appeared 
ominously  warning  the  public  not  to  gamble  on  infer-- 
ior  products,    (in  fact  *'*Save  Ur  Self"  was  being  sup- 
plied a  high  quality  regular  gas  by  Big  West,  ethyl 
by  Carter  Oil  Company.    A  Carter  station  with  a  huge 
sign  was  right  across  the  street.)    Sam  Rogers  has 
described  what  happened. 

Question:    "Do  you  set  your  own  retail  price?" 

Sam  Rogers;    "No.    Last  time  they  set  it  them- 
selves.   They  came  in  and  asked  me  for  the  keys  and 
went  to  my  pumps  and  automatically  turned  them  down, 
ajid  told  me  I  would  have  to  take  the  step  and  they 
would  take  the  step.    They  put  the  signs  out  there  on 
the  side  walk." 

And  

"Then  they  come  along  and  tell  me  that  I  have  to 
cut  my  margin  1  cent  a  gallon  while  they  go  down  1.4. 
I  think  it  was  last  August  (1955)  they  went  up  .8  of 
a  cent  —  they  slipped  out  from  under  that  one  pretty 
easy.    They  left  me  sitting  up  there  high  and  dry..  " 

So,  Sam  Rogers,  who»d  had  no  increase  in  margin 
for  years  gave  up  a  penny.    The  major  company,  just 
having  had  an  .8  cent  increase  the  previous  August, 
gave  up  .6  cent.    If  both  reductions  are  figured 
from  the  last  increase  in  margin  that  Sam  Rogers  was 
granted,  the  reduction  cost  hijn  a  penny,  the  major 
company  nothing. 

The  result?    The  independent  fell  into  line 
with  company  policy.    The  additional  gallonage  gained 
by  the  major  company  stations  was  negligible.  (Some 
operators  remarked  that  their  previous  reduction  in 
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gallonage  had  not  been  caused  by  the  entry  into  the 
market  by  the  independent,  but  rather  by  the  station 
building  program  of  the  majors*) 

Russ  Bryant,  President  of  the  Great  Falls  Dealer 
Association,  testified  that  two  years  before  he'd  been 
averaging  18,000  gallons  per  month,  that  now  it  was 
down  to  10,000  gallons  per  month.    Bryant,  a  Conoco 
operator,  noted  that  his  company  had  built  several 
stations  around  his  in  that  two-year  period. 

The  story  in  Butte  was  almost  the  same.  "Com- 
munity Gas",  an  independent,  had  been  cut-rating  gas 
for  years.    Their  example  gave  smaller  independents 
courage.    Something  had  to  give. 

Prices  began  to  topple.    Major  company  dealers 
had  their  margins  cut  to  the  extent  that  they  would 
have  had  to  triple  their  volume  in  order  to  break 
even.    It  was  an  economic  impossibility  for  any  of 
them  to  triple  their  volume.    Havoc  reigned  in  the 
market  place.    Major  company  intimidation  was  such 
that  two  dealers  refused  to  talk  to  Commission  in- 
vestigators.   Community  and  the  smaller  independents 
fell  into  ""ine. 

Both  the  Great  Falls  and  Butte  price  wars  con- 
veniently ended  just  before  the  tourist  season.  The 
operator  was  permitted  to  have  his  cake. 

-X- 

A  final  note  of  confusion  is  added  to  gasoline 
marketing  by  the  so-called  "Unbranded  Market".  This 
market  is  made  up  of  all  sellers  of  gasoline  except 
major  company  service  stations  and  it  includes  the 
independent  service  station  operator. 

In  the  jargon  of  the  oil  industry  "Unbranded" 
means  just  that  —  a  maverick.    This  market  includes 
also  the  maverick  seller  who  buys  so-called  excess 
product  from  the  major  companies  directly.    He  buys 
gasoline  at  as  much  as  5  cents  less  than  the  Tank 
Wagon  price.    But  it  is  clearly  understood  (never  in 
writing)  that  if  he  cuts  the  established  retail  price, 
he  must  do  it  imder  the  table. 

In  Montana,  Carter,  Husky,  and  Phillips  all  sell 
"unbranded",  and  they  are  selling  to  retailers  who  com- 
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pete  with  their  own  stations.    Big  West  also  sells  un- 
branded.    This  operation  will  be  discussed  later  in 
this  report, 

C*    INDEPENDM^T  BUYERS  WHO  DO  MOT  SELL  PETROIHJM 
PRODUCTS, 

If  the  major  company  service  station  operator  is 
the  orphan  child  of  the  industry,  the  independent  buyer 
who  buys  for  his  own  use  in  the  prince  charming.    He  is 
courted  by  the  major  companies  because  it  is  he  that 
will  take  care  of  their  surplus  production.    As  stated 
above,  he  buys  gasoline  up  to  5 -2  cents  under  the  Tank 
Wagon  price,  he  is  often  furnished  tanks  free  of  charge, 
he  is  usually  extended  credit  and  he  is  allowed  the  2% 
evaporation  allowance  authorized  by  the  State  Board  of 
Equalization. 

Contrast  this  to  the  major  company  station  that 
gets  none  of  these  concessions. 

For  example,  in  the  City  of  Billings  alone,  at 
least  one  contractor  purchased  gasoline  from  Standard 
Oil  of  Indiana  at  5 -4  cents  under  Tank  Wagon.  Another 
purchased  from  The  Texas  Company  at  4«7  cents  under 
and  a  third  from  Conoco  at  3 •3  cents  under. 

Each  of  these  preferred  purchasers  was  buying  at 
less  than  even  the  wholesaler.    Each  was  furnished 
equipment  free  of  charge  by  the  supplier,  was  granted 
credit  and  an  additional  1  per  cent  if  the  bill  was  paid 
within  the  month,  and  was  allowed  the  2  per  cent  off 
the  7  cent  state  tax  authorized  by  the  State  Board  of 
Equalization  as  an  evaporation  allowance. 

At  the  same  time  the  City  of  Billings  bought 
from  Carter,  Continental,  Union  and  Husky  at  3 '54 
cents  under  Tank  Wagon.    Yellowstone  Co\mty  bought 
its  gas  from  Carter  and  Continental  3*65  cents  under 
Tank  Wagon.    And  a  local  bakery  bought  f rem  Carter 
3«25  cents  under  Tank  Wagon. 

In  1955  the  State  of  Montana  purchased  166  car 
loads  at  prices  ranging  from  18.6  to  21.19  cents  per 
gallon.    The  average  price  was  20  cents  a  gallon  in- 
cluding the  7  cents  a  gallon  tax.    This  means  a  net 
price  of  13  cents  a  gallon  —  .08  cent  more  than  it 
costs  to  manufacture  a  gallon  of  gasoline  in  Montana. 
Carter  Oil  Company  representatives  listed  that  cost 
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at  12.02  cents  per  gallon. 

The  majors  bid  competitively  on  State  work, 
hence  the  State  gets  the  benefit  of  free  competition. 

Similarly,  the  Armed  Services  Petroleum  Purchas- 
ing Agency  delivers  gasoline  in  Montana  for  14 • 7  cents 
including  a  2  cent  Federal  Tax,  or  a  net  price  of  12.7 
cents  a  gallon,  .05  of  a  cent  over  cost. 

It  is  clearly  apparent  that  the  quantity  buyer 
who  is  in  no  way  subject  to  major  company  control  buys 
at  the  lowest  price. 


D.    EXCHANGES > 

Major  companies  without  refineries  in  Montana  or 
nearby  are  able  to  participate  in  the  retail  market 
through  an  exchange.    An  example  of  this  is  the  arrange- 
ment between  Standard  Oil  of  Indiana  and  Carter  Oil 
Company.    Standard  has  no  refinery  in  Montana.  Carter 
has  a  refinery  in  Billings.    Carter  has  no  refinery  in 
Wyoming,  Standard  has  a  refinery  at  Casper.    So  they 
exchange . 

Carter  furnishes  gasoline  and  other  petroleum 
products  for  all  of  Standard's  Montana  operation. 
And  Standard  does  the  same  for  Carter  in  Wyoming  and 
Colorado.    No  money  changes  hands.    It's  simply  a 
trade,  gallon  for  gallon. 

In  the  oil  industry  this  is  called  (by  Mr.  Ross 
of  Standard)  having  "gasoline  and  other  products  man- 
ufactured to  our  specifications  at  Billings". 

The  majors  are  extremely  selective  in  these  ex- 
changes and  usually  only  exchange  with  each  other.  In 
Montana,  for  instance.  Carter  also  exchanges  v.dth  The 
Texas  Company. 

If  there  is  any  saving  realized  through  these 
exchanges,  none  is  ever  passed  on  to  the  retailer. 


E.  CREDIT. 

The  major  oil  companies  use  credit  as  a  tool  to 
tighten  their  hold  on  the  consumers.    This  is  done  by 
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a  credit  card  system,    A  credit  card  enables  a  res- 
ponsible credit  risk  to  travel  coast-to-coast  charging 
his  gasoline  purchases  all  the  way. 

However,  in  areas  where  companies  are  not  rep- 
resented, they  exchange  credit  facilities  with  selected 
major  companies.    This  is  well  and  good  for  the  customer, 
but  for  the  independent  dealer  or  refiner  it  is  disas- 
trous*    The  major  companies  carry  the  total  economic 
burden  of  purchases  made  on  credit  cards.    The  retailer 
who  accepts  a  credit  card  does  not  assume  any  of  the 
risk.    This  is  assumed  by  the  company.    When  companies 
exchange  credit  cards,  again  all  of  the  risk  is  as- 
siimed  by  the  company  that  has  issued  the  card.  By 
carefully  selecting  the  companies  with  which  they 
will  exchange  cards,  major  companies  greatly  expand 
their  zone  of  control  over  sales  of  petroleum  products. 
The  purchaser  who  travels  by  design  or  necessity  on 
a  credit  card  is  forced  to  deal  only  with  major  com- 
panies that  exchange  credit  facilities.    The  cash 
operation  of  the  independent  cannot  compete  with 
this  credit  network. 

On  bulk  deliveries  to  farmers,  credit  is  extend- 
ed until  harvest  is  complete  by  some  companies  and 
Q-oners  carry  accounts  from  year  to  year.    And  every- 
body except  the  major  company  station  gets  some  terms 
of  credit. 

The  independent  simply  cannot  compete  with  the 
major  companies  in  selling  to  farmers.    Farmers  buy  at 
the  same  price  as  the  service  station  operator,  are 
furnished  their  tanks  free,  and  are  granted  terms  of 
credit  that  are  more  than  generous.    Although  this  is 
a  break  for  the  farmer,  it  is  the  most  ruthless  type 
of  economic  discrimination  against  the  dealers.  The 
retail  dealer  is, precluded  completely  from  getting  any 
farm  business  and  the  wholesaler  must  service  much  of 
the  farm  business  at  a  loss. 

This  situation  becomes  more  graphic  if  one 
projects  Tfrfiat  would  happen  were  other  industries  to 
indulge  in  such  bizarre  business  practices.    All  farmers 
/fould  buy  their  automobiles,  trucks,  tractors,  and  farm 
equipment  at  the  same  price  that  the  dealer  buys  these 
items.    Necessary  maintenance  equipment  would  be  furnishec 
free  with  each  machine.    A  mechanic  would  deliver  needed 
parts  free  of  charge.    The  farmer  would  pay  nothing  for 
the  car,  etc.,  for  the  first  year.    The  dealer,  not  the 
factory,  would  carry  the  credit.    These  same  terms  would 
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be  extended  to  contractors,  cities,  counties,  taxi 
companies,  bakeries,  and  the  like,  except  that  these 
categories  would  be  even  more  favored.    They  would 
buy  these  machines  at  the  dealers*  list  price  less 
30%. 

This  sounds  fantastic,  but  the  whole  oil  in- 
dustry is  fiill  of  such  practices.    It  should  be  pointed 
out  again  that  anyone  who  buys  gasoline  in  25  to  50 
gallon  lots  can  also  buy  at  the  Tank  Wagon  price. 
And  if  he  had  a  credit  card,  he  would  buy  on  credit. 
The  major  company  retailer  can't  use  his  credit  card 
for  this  purpose. 

Representatives  of  the  industry  are  solemn  in 
their  pronouncements  and  extremely  voluble  in  their 
insistence  that  all  is  governed  by  natural  economic 
law  wherever  oil  is  found.  But  their  protestations 
are  not  born  out  by  the  facts. 

Harry  J.  Kennedy  is  vice-president  of  the 
Continental  Oil  Company,  the  price  leader  in  Montana. 
Mr.  Kennedy  came  from  Houston,  Texas,  to  testify 
under  oath  that: 

"We  respect  the  functional  pricing 
situation  which  provides  channels  of  freight, 
which  includes  the  provision  that  the  whole- 
saler will  buy  for  less  than  the  retailer. 
That's  a  pretty  well  established  principle..." 

But  it  is  not  an  established  fact.    It  is  true  that 
major  company  wholesalers  buy  cheaper  than  major  company 
retailers.    But  everybody  buys  at  the  same  price  as  major 
company  service  stations  and  quantity  buyers  such  as  con- 
tractors, cities,  etc.,  pay  less  than  major  company  whole- 
salers do.    And  everybody  gets  credit  —  except  major 
company  stations  and  distributors. 


F.    THE  DISTRIBUTOR. 

The  Distributor  is  the  name  for  a  middle  man  in 
the  oil  industry.    He  is  a  wholesaler.    He  sells  at 
Tank  Wagon  prices.    There  are  different  classes  of 
distributors: 

1.    Consignee  wnose  products  are    consigned  to 
him  by  the  company  and  credit  is  extended 
by  the  Oil  Company; 
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2.  Agent,  who  merely  acts  as  agent  of  the  sup- 
plying company; 

3.  Jobber,  where  the  business  is  entirely  the 
Jobber's  and, 

4.  Unbranded  Jobber,  where  the  Jobber  has  his  own 
facilities  and  brand. 

The  distributor  has  a  sizable  investment  in  trucks 
and  equipment.    He's  the  bulk  dealer  whose  tanks  are 
located  off  the  road  in  every  Montana  community.  Since 
he  sells  at  tank  wagon  price  with  a  set  margin,  he  must 
seek  volume  to  gross  more  profit  in  view  of  rising  costs. 
The  drive  to  get  more  volume  has  resulted  in  a  situation 
where  anyone  buying  in  25  to  50  gallon  lots  can  buy  at 
the  tank  wagon  price.    This  condition  is  not  prevalent 
in  other  states  where  there  is  a  consumer  tank  wagon 
price,  usually  2  cents  higher  than  the  dealers.  (See 
above ) 

It  is  possible  that  the  reason  for  consumer  and 
dealer  tank  wagon  prices  being  identical  in  Montana  is 
the  threat  of  competition  from  Farmers  Union.    The  bulk 
of  consumer  business  is  derived  from  farms.    The  Farmers 
Union  refinery  at  Laurel  is  one  of  the  largest  refineries 
in  the  state,  it  sells  only  to  cooperatives  who  in  turn 
sell  to  their  members  and  not  to  the  public.    Mahy  co-op 
members  are  farmers  who  would  buy  from  their  co-op  if  the 
bigger  company  distributors  could  not  meet  the  price.  The 
major  companies  seem  to  cooperate  with  the  huge  Farmers 
Union  in  much  the  same  manner  that  they  cooperate  among 
themselves, indicating  that  perhaps  size  respects  size. 

The  bulk  distributor  is  given  a  territory  in  which 
he  can  sell.    He  must  service  the  whole  territory,  often 
hauling  small  amounts  50  to  100  miles  from  his  plant.  He 
receives  a  small,  margin  of  profit  for  this  service. 

Most  Montana  bulk  distributors  have  received  no 
increase  in  their  margin  of  profit  in  the  last  ten  years. 
Their  costs  of  operation  have  increased  along  with  the 
rest  of  the  economy.    And  so  with  low  margins  and  high 
costs  their  profits  are  fast  reaching  the  vanishing 
point . 

It  used  to  be  a  good  business  for  the  bulk  dis- 
tributor.   But  the  picture  is  changing.    The  operator's 
written  agreement  with  the  company  is  no  more  respectable 
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than  the  retail  dealer's.    His  very  livelihood  can  be 
plucked  away  from  1dm  on  a  few  days  notice. 

Hie  biilk  distributor  used  to  supply  all  service 
stations  flying  Ms  coiapany's  insignia  withiin  his 
territory.    Today  the  major  conpanies  are  building 
stations  capable  of  receiving  gasoline  in  transport 
lots.    The  bulk  distributor  is  by-passed  completely, 
often  left  to  handle  unprofitable  accounts.  Industry 
spokesmen  indicate  that  a  saving  is  effected  by  by- 
passing the  Twholesaler,  but  seldom  is  any  of  the 
saving  passed  on  to  the  retailer  and  never  is  it 
passed  on  to  the  motoring  public. 

The  bulk  distributor  must  make  all  the  un- 
ecoESKEical  hauls  to  rural  areas,  since  transport 
deliveries  are  often  not  feasible  where  the  amount 
of  gasoline  needed  is  siaall.    Yet  he  is  being  denied 
the  BDst  profitable  hauls  by  his  own  company. 

Can  thie  bulk  distributor  buy  directly  from  the 
refinery  and  haul  in  his  own  transport? 

wfes",  says  l^Ir.  Kennedy  of  Continental,  "if 
he  thi miksf  he  can  do  it...*' 

The  CcmiLssion  knows  of  no  Continental  Bulk 
Distributor  ^dio  takes  his  product  F.O.B.  refinery. 

Carter  often  directs  its  transports  directly  to 
its  service  stations,  by-passing  its  bulk  distributor 
ccaEgpCLetel^.    Mo  saving  is  passed  on  to  the  retailer 
becassse^  according  to  George  Phipps  of  Carter,  "... 
any  savings  that  we  can  make  at  the  present  time  in 
our  actual  operations  are  required  to  even  maintain 
the  noB2jinal  profits  we  have  shown  that  the  Carter 
Oil  CoBpaoy  made  over  the  last  five  years."  Last 
year  Carter  made  a  net  profit  of  $16,100,000.00. 

The  bulk  distributor,  as  he  exists  today,  may 
well  be  a  vanishing  American. 

G.    OIHEE  FEraPLSOBC  PaOSUCTS. 

The  retailer  and  the  wholesaler  of  gasoline  sell 
a  variety  of  petroleum  products,  all  of  which  are  pro- 
cessed frtm  crude  oil. 
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Modem  refiners  manufactiire  and  sell  90^  of  the 
end-products  from  a  barrel  of  crude.    Only  ±0%  is  not 
salable  and  part  of  this  is  used  to  operate  many  of  the 
component  parts  of  a  modern  refinery. 

Roughly  kO%  of  the  product  manufactured  from  a 
barrel  of  crude  oil  is  gasoline.    The  remaining  50^ 
is  diesel  oil,  jet  fuel,  heating  oil,  kerosene  and 
the  like. 

There  has  been  an  attempt  by  spokesmen  for  the 
industry  to  show  that  part  of  the  reason  for  the  high 
price  of  gasoline  in  Montana  is  that  other  petroleijm 
products  are  sold  at  depressed  prices. 

However,  statistics  gathered  by  the  Commission 
investigators  show  that  Montanans  pay  at  least  as  much 
as,  and  often  more,  for  petroleum  products  exclusive  of 
gasoline  than  the  citizens  of  surrounding  states. 

In  the  course  of  the  Commission's  study  it  was 
found  that  the  State  of  Montana  pays  m.ore  for  asphalt 
than  surrounding  states.    Asphalt  is  used  in  building 
highways. 

This  is  incomprehensible  in  view  of  the  fact  that 
asphalt  is  made  in  six  refineries  in  Montana  and  asphalt 
made  at  some  of  these  six  plants  is  sold  cheaper  in  othe: 
states.    For  example,  the  Montana  Highway  Commission  paii 
an  average  price  of  14  cents  a  gallon  for  MC  grade  As- 
phalt F.O.B*  destination.    Yet  this  same  grade  of 
asphalt  was  sold  to  the  State  of  Idaho  for  delivery  to 
Moscow,  Idaho  at  11,58^  a  gallon  including  freight  costs 

It  is  apparent  from  this  investigation  that  the 
economic  factors  of  free  competition  alone  do  not  set 
the  price  at  which  gasoline  and  other  petroleum  products 
are  sold.    The  price  is  set  and  controlled.    And  whether 
or  not  it  is  the  Continental  Oil  Company  that  is  the  so- 
called  "price  leader",  makes  little  difference,  because 
market  behavior  shows  that  someone  does  set  the  price. 

In  closing  this  discussion  of  marketing  it  is 
pertinent  to  note  that  the  major  companies  sell  94 •B6^ 
of  all  gasoline  sold  in  the  state,  while  independents 
sen  5.1^4* 
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REFINING 


There  was  a  time  when  gasoline  and  other  petroleijm 
products  were  refined  in  every  corner  of  the  state. 
Almost  any  community  with  several  thousand  population 
could  support  a  small  refinery.    Brand  names  of  gasolines 
were  as  niomerous  as  makes  of  automobiles.  Individual 
enterprise  was  in  its  heyday. 

In  1942  there  were  34  refineries  in  the  State 
supplying  gasoline  to  Montana  motorists.    In  1955  there 
were  9  refineries  supplying  many  more  Montana  motorists. 

What  happened  to  the  other  25  refineries?  They 
went  broke,  they  closed  volimtarily,  or  they  were 
bought  out  by  a  major  company. 

Today  six  major  company  refineries,  and  this 
includes  the  huge  Farmers  Union  refinery  at  Laurel, 
refine  94.91^  of  all  crude  refined  in  Montana. 

The  Carter  Oil  Company,  a  wholly  owned  subsid- 
iary of  the  Standard  Oil  Company  of  New  Jersey, 
operates  the  largest  refinery  in  the  state  in  Billings, 
Montana.    Carter  is  one  of  the  owners  and  operators  of 
the  Yellowstone  Pipe  Line. 

The  Continental  Oil  Company  is  probably  the  price  leader 
in  the  Rocky  Mountain  States  and  with  the  Carter  Oil 
Company  is  the  owner  and  operator  of  the  Yellowstone 
Pipe  Line. 

The  Texas  Company  refines  its  regular  gasoline 
at  Sunburst,  Montana;  it  gets  its  Ethyl  from  Carter. 

Phillips  Oil  Company  has  its  refinery  at  Great 
Falls,  Montana. 

The  Union  Oil  Company  operates  its  refinery  at 
Cut  Bank,  Montana. 

Farmers  Union  is  at  Laurel. 

Independents  refined  5*08%  of  all  crude  refined. 
But  the  large  Big  West  refinery  at  Kevin  refined  nearly 
70%  of  all  crude  refined  by  independents.    (Big  West 
acts  as  jobber  for  Carter  Oil  Company  in  Spokane, 
Washington.) 
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Big  West,  the  largest  independent  refinery  in 
Montana,  purchases  96^  of  its  crude  from  other  Montana 
producers.    They  own  no  pipe  lines,  bulk  plants  or 
service  stations.    They  sell  only  on  an  unbranded  basis 
with  no  advertising  or  credit  cards. 

Their  prices  are  determined  by  competitive  action 
and  are  usually  1  cent  lower  than  major  tank  car  prices. 
This  would  mean  approximately  4.4  cents  under  Tank  Wagon 
prices.    They  solicit  business  where  it  does  not  con- 
flict with  existing  dealers  and  where,  after  determining 
the  price  they  will  have  to  meet,  the  business  results 
in  a  profit  to  themselves.    They  are  content  to  refine 
less  than  2000  barrels  per  day  and  meet  exacting  quality 
requirements.    They  do  this  at  a  profit. 

In  turn  the  Big  West  dealers,  by  and  large,  pass 
from  2  to  4  cents  per  gallon  savings  on  to  the  motoring 
public . 

In  contrast,  the  Carter  Oil  Company,  with  invest- 
ments in  manufacturing  and  marketing  facilities  of 
approximately  $30g  million,  refines  approximately  one- 
third  of  all  crude  refined  in  Montana.    In  one  of  the 
world's  most  modem  refineries  it  refines  approximately 
25,000  barrels  per  day.    Approximately  75^  of  this  crude 
is  imported  from  Iflfy^oming. 

Carter  sells  its  products  through  many  retail 
outlets  flying  its  insignia  in  Montana.    Carter  owns 
some  of  these  outlets  and  leases  others  which  are  in 
turn  leased  to  dealers.    These  dealers  buy  at  tank 
wagon  price  F.O.B.  destination.    Carter  sells  11^  of 
all  the  gasoline  sold  in  Montana  through  service 
stations.    Also  it  supplies  certain  major  conrpanies 
gasoline  and  other  products  made  to  their  specifica- 
tions (these  speciifications  are  always  identical  with 
Carter's)    This  business,  together  with  branded  and 
unbranded  business  gives  Carter  over  26^  of  all  sales 
in  Montana.    Carter  dictates  the  dealers'  method  of 
operation.    The  dealer  cannot  bargain  for  price,  method 
of  transportation,  etc.    Tank  wagon  prices  are  generally 
4  to  42  cents  per  gallon  higher  than  Big  West's  prices 
and  Carter  sells  to  virtually  anyone  at  the  same  price 
as  a  dealer  or  better. 

With  the  larger  refining  capacity  (which  should 
make  it  cost  less  to  refine  a  gallon  of  gasoline)  Carter, 
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after  charging  higher  prices ^  makes  approximate !Ly  the 
same  percentage  of  net  profit  as  Big  West# 

By  way  of  comparison,  all  the  motor  and  lubri- 
cation oil  sold  in  Montana  by  both  independents  and 
majors  is  imported.    In  the  U.  S«  there  are  59  refin- 
eries producing  these  oils.    The  companies  sell  this 
oil  at  one  set  of  prices  all  over  the  U«  There 
clearly  is  no  discrimination.    Yet  while  Montanans 
enjoy  the  same  price  on  oil  as  do  people  all  over  the 
U.  S.,  they  pay  higher  prices  for  gasoline  than  the 
citizens  of  any  other  state. 

One  of  the  most  shocking  revelations  of  this 
investigation  has  been  the  fact  that  gasoline  refined 
in  Montana  is  shipped  outside  the  state  and  sold  there 
cheaper  than  it  is  at  home.    Montana  refines  30^  more 
gasoline  than  it  can  consume.    This  surplus  is  exported 
and  sold  at  a  lower  price  in  neighboring  states  than 
it  is  in  Montana. 

J.  R.  Arrington,  Manager  of  the  Economics 
Department  of  the  Carter  Oil  Company,  was  asked  under 
oath,  "whether  the  law  of  supply  and  demand  •••  ever 
functions  in  the  oil  business  at  the  retail  level? 

His  reply,  ««Well,  I  think  you  see  it  fluctuating 
at  the  edges  of  your  area..." 

That  apparently  means  outside  Montana. 

Later  he  was  asked,  "Is  the  Billings  refinery 
larger  than  we  need  in  this  area...?" 

Answer;  "Well,  we  market  outside  this  area.  It 
isn»t  necessarily  designed  just  for  the  State  of  Montana, 
The  supply  and  demand  areas.... don't  stop  at  the  State 
line." 

But  the  fact  is  that  no  one  damps  gasoline  at 
depressed  prices  in  Montana.    The  Montana  State  Line  is 
a  formidable  barrier  to  refineries  beyond  its  borders. 

Mr.  Harry  J.  Kennedy,  Vice-President  of  the  Con- 
tinental Oil  Company,  was  asked  to  explain  why  Montana's 
refineries  produced  more  than  Montanans  can  consume. 

His  reply:    »'Well,  the  explanation  might  be  that 
we  have  all  overbuilt  the  refining  capacity  in  the  State 
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with  ambitions  to  get  more  of  the  per  cent  —  more  of 
the  available  business  in  Montana  than  we  have." 

Mr.  Kennedy  continued:    ^^We  have  faith  enough  to 
prompt  us  to  invest  money  in  the  Billings  plant,  which 
probably  wasn't  justified  at  the  time,  and  this  Yellow- 
stone Pipe  Line  we  are  providing  through  faith  and 
confidence  that  we  are  going  to  develop  volume  enough 
for  that  to  make  it  a  paying  proposition. 

"The  Yellowstone  Pipe  Line,"  testified  Mr. 
Kennedy,  "was  conceived  and  financed  and  built  to 
promote  the  export  of  gasoline  from  Billings  into 
eastern  Washington.    That  was  the  real  purpose  of  it." 
(italics  ours) 

And  gasoline  sent  through  the  pipe  line  is  sold 
cheaper  in  Spokane,  Washington,  than  it  is  in  Montana. 
This  is  interesting  because,  in  Mr.  Kennedy's  words, 
"the  last  three  to  five  years  there  has  been  a  sub- 
stantial over supply  of  gasoline." 

Mr.  Kennedy  seems  to  be  saying  that  his  and  other 
companies  built  large  refineries  in  order  to  increase 
their  percentage  of  the  total  sales  in  Montana.  They 
did  not  increase  the  percentage  enough,  so  the  pipe 
line  was  built  in  order  to  export  the  excess  product 
into  Spokane.    The  cost  of  building  the  huge  refinery 
and  the  pipe  line  is  included  in  the  price  of  petroleum 
products  to  Montanans.    And  although  there  has  been  "a 
substantial  oversupply  of  gasoline"  no  one  dumps  any  of 
it  in  Montana  at  depressed  prices.    In  short,  Montanans 
may  well  be  subsidizing  low  prices  for  the  citizens  of 
neighboring  states. 

The  huge  Carter  Oil  refinery  at  Billings  manufactures 
nearly  one-third  of  all  gasoline  made  in  the  State.  Its 
products  are  pushed  through  pipe  lines  and  rolled  over  road 
and  rail  to  points  far  distant  from  Billings.  Carter's 
gasoline  is  sold  cheaper  in  Belle  Fourche,  South  Dakota 
than  it  costs  to  manufacture  it  in  Billings. 

We  are  told  of  the  economic  benefits  to  Montana 
resulting  from  the  presence  of  these  refineries*  Harry 
Kennedy  testified  that  if  no  refineries  had  been  built 
in  Montana  the  requirements  of  the  State  would  have  to  be 
furnished  from  outside.    Would  this  be  bad? 

There  are  huge  refineries  in  Tulsa.    Here  are  some 
figures  that  show  gasoline  could  be  shipped  in  from  Tulsa 
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and  sold  in  Billings  for  less  than  the  present  tank 
wagon  price. 

If  we  went  to  Tulsa  and  purchased  a  gallon  of 
gasoline  it  would  cost  1,9^  to  transport  that  gallon 
via  pipe  line  to  Mandan,  North  Dakota.    It  would  then 
cost  to  transport  one  gallon  into  Billings.  The 

prevailing  price  for  a  gallon  in  Tulsa  is  11.75^ 
wholesale. 

Thus  we  have:  11.75 

3.3 

17.45 
10.00  tax 
27.45  cents 

The  present  Tank  Wagon  price  in  Billings  is  29 
cents,  1.55  cents  more  than  one  gallon  from  Tulsa  cost 
us I    The  transportation  figures  are  Mr.  Kennedy's  of 
Continental.    The  price  per  gallon  in  Tulsa  is  taken 
from  the  Wall  Street  Journal. 
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PRODUCTION 


Montanans  began  producing  oil  in  quantity  shortly- 
after  World  War  I.    The  old  reliable  Kevin-Sunburst 
field  teemed  with  lusty  independents  and  cable  tool 
drilling  rigs. 

Production  increased  with  the  advent  of  the  mass 
produced  automobile.    So  did  refineries.    The  oil  produced 
in  Montana  used  to  be  sold  to  refineries  in  Montana.  This 
is  no  longer  entirely  the  fact. 

Today  over  '^0%  of  the  crude  oil  refined  in  Montana 
is  imported  from  Wyoming  where  the  niajor  companies  have 
huge  reserves.    This  crude  is  inferior  to  much  of  the 
crude  available  in  Montana. 

Nearly  31%  of  all  crude  produced  in  Montana  in  1955 
had  to  be  exported  in  order  to  find  a  market. 

Since  the  major  companies  produced  11%  of  the  oil 
produced  in  1955,  and  since  the  major  companies  controlled 
nearly  95%'  of  the  refining  capacity,  it  was  indeed  a  lucky 
independent  who  sold  his  crude  locally. 

The  major  companies  own  less  of  the  total  crude 
than  they  control  of  the  total  refining  capacity  and  the 
total  marketing  outlets.    But  by  controlling  the  refining 
and  the  marketing  they  end  up  as  almost  the  only  purchasers 
of  crude  in  Montana. 

-)f  ^^c-  -)(- 

No  discussion  of  Montana's  oil  production  is  com- 
plete without  a  side  glance  at  the  national  and  inter- 
national picture.    Congressional  Committee  reports 
indicate  that  major  oil  companies,  in  concert  with 
certain  foreign  companies,  dominate  the  world  oil  supply 
to  such  an  extent  that  a  decision  made  in  Saudi  Arabia 
may  well  have  a  direct  effect  on  Montana  production. 

If  the  major  companies  decide  to  bring  more 
Arabian  and  Central  American  crude  oil  into  the  huge 
east  coast  refineries,  it  follows  that  they  may  decide 
to  purchase  less  Montana  crude.    It  would  be  hard  to 
imagine  that  they  would  purchase  less  than  they  do, 
but  the  possibility  is  still  there. 
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Conversely,  if  foreign  crude  is  cut  off,  it  is  just 
as  possible  that  Montana  producers  maj  sell  more  of  their 
crude  oil.    Today  the  independents  are  requesting  Congress 
to  reduce  the  inqportation  of  oil.    Such  a  step  could  help 
Montana  producers* 


-27- 


TRANSPORTATION 


The  major  companies  control  the  transportation 
of  petroleiam  products  through  total  ownership  of 
products  pipe  lines,  and  by  quoting  only  F.O^B*  des- 
tination prices.    Thus  they  control  who  can  haul 
petroleum  products,  since  no  purchaser  can  designate 
the  method  of  transportation. 

The  topsy  turviness  in  the  industry  is  accent- 
uated in  the  transportation  phase.    For  example,  it 
cost  4/10  of  a  cent  to  move  a  gallon  of  gasoline  from 
the  Billings  pipe  line  terminal  through  142  miles  of 
pipe  to  the  Bozeman  terminal.    And  then  it  costs  3/lO 
of  a  cent  to  carry  this  same  travel-weary  gallon  from 
the  terminal  into  the  City  of  Bozeman. 

This  pipe  line  runs  from  Billings,  Montana,  west- 
ward to  Spokane,  Washington.    The  pipe  line  runs  through 
numerous  towns  in  Montana,  each  one  of  which  has  what 
the  industry  calls  a  "tank  farm".    A  "tank  farm"  is  like 
a  division  point  on  a  railroad.    It's  where  they  draw 
products  from  the  pipe  line  into  huge  storage  tanks. 
In  short,  it's  the  place  where  the  spigot  is  turned. 

The  Commission  has  not  been  able  to  get  a  coherent 
answer  to  the  question:    Why  does  it  cost  more  to  turn 
a  spigot  in  Missoula  than  in  Spokane?    The  pipe  line  goes 
through  Missoula  anyway.    The  storage  tanks  are  already 
there.    And  yet  gasoline  costs  more  in  Missoula  than 
Spokane . 

Although  rail  transportation  is  always  quoted  in 
the  price  of  a  gallon  of  gasoline,  very  little  gasoline 
is  transported  by  rail  to  the  densely  populated  areas  in 
the  state.    And  yet  the  price  every  member  of  the  motor- 
ing public  pays  includes  this  non-existent  freight  cost 
from  nearest  refinery.    Rail  freight  is  often  as  much  as 
four  times  as  much  as  pipe  line. 

Few  independents  can  use  these  pipe  lines  because 
the  majors  make  the  rules  and  the  rules  are  designed  to 
squeeze  out  the  independent.    The  majors  have  defied  the 
I.C»C.  for  years.    By  such  ruses  as  demanding  that  shippers 
must  ship  inordinately  large  quantities  and  demanding  that 
all  products  must  meet  certain  rigged  specifications,  the 
independent  is  effectively  kept  out  of  the  pipe  line. 
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CONCLUSION 


Something  is  drastically  wrong  with  the  price  of 
gasoline  in  Montana, 

This  investigation  has  shown  that  a  few  major  oil 
companies  effectively  control  every  phase  of  the  oil 
industry.    The  economic  term  for  this  type  of  control  is 
Oligopoly.    The  effect  is  almost  the  same  as  a  monopolv 
with  one  important  difference. 

In  an  oligopoly  situation  the  con^anies  controlling 
the  industry  do  not  compete  with  each  other  in  any  real 
sense.    Each  company's  share  of  the  market  remains  vir- 
tually constant  and  any  increase  to  one  of  the  companies 
usually  is  taken  from  an  independent.    No  one  cuts  a 
price  where  oligopoly  exists  because  the  result  wotild 
be  chaos  and  each  one's  profits  would  suffer.    "When  one 
company  raises  a  price,  the  others  almost  always  follow, 
since  none  wishes  to  look  like  a  price  cutter.  The 
effect  of  oligopoly  is  that  the  profits  in  an  industry 
are  pooled  and  divided  among  the  members  of  the  group. 

In  a  monopoly  one  company  has  complete  control,  and, 
if  there  are  no  laws  to  govern  its  economic  activity,  it 
can  set  a  price  that  will  produce  a  maximum  profit. 

Oligopoly  is  simply  the  next  best  plan  of  operation. 
Although  the  most  possible  profit  cannot  be  made  in  an 
oligopoly,  at  least  a  regular  and  constant  profit  can  be 
made  without  the  danger  of  thoss  ghastly  low  periods,  when, 
in  a  totally  competitive  situation,  no  profits  are  made. 

Perhaps  one  oil  company  could  eventually  control  and 
own  the  whole  oil  industry  in  Montana.    But  this  would 
necessitate  a  ruinous  competitive  period  and  woiild  prob- 
ably result  in  low  profits  or  none  at  all  for  some  years 
to  come.    Also,  before  the  war  had  gotten  half  off  the 
ground,  the  Federal  Government  might  step  in  and  try  to 
use  the  anti-trust  laws.    Better  to  have  order  in  the 
market  place,  share  the  profits  with  others  of  like 
business  personality,  and  avoid  any  unseemly  squabbles. 

It  is  possible  that  the  present  situation  is  the 
direct  result  of  the  assault  on  the  Standard  Oil  trust 
forty  years  ago.    Huge  Standard  Oil  was  told  to  break 
itself  up  into  smaller  companies.    Each  company  was  to 
be  independent  and  competitive.    Free  competition  would 
be  the  rule  in  the  oil  industry.    But  v^at  has  happened? 
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Ten  major  oil  companies  and  the  Farmers  Union  control 
^5%  of  the  gasoline  and  other  products  refined  and  sold  in 
the  state.    There  is  a  make-believe  air  of  competition  that 
is  fashioned  by  lining  the  highways  with  advertising,  filling 
the  airwaves  with  sirens  and  explosions  and  dotting  every 
possible  street  corner  with  service  stations  painted  in 
vivid  primary  colors.    Often  it  would  seem,  that  the  companies 
are  selling  toilet  facilities  rather  than  petroleum  products. 
Price  is  never  mentioned. 

A  recent  survey  by  che  Commission  of  37  service 
stations  in  Billings  showed  a  difference  of  less  than 
half  a  cent  between  the  lowest  and  the  highest,  with  the 
majority  (29)  having  the  same  price,  the  highest.  As 
a  former  government  official  said,  "In  this  industry 
there  is  something  decidedly  different  from  the  commonly 
accepted  ideas  of  what  produces  free  and  complete  market 
competition." 

Or  former  Senator  Homer  Ferguson  of  Michigan,  who, 
in  asking  Congress  for  $50,000.00  to  inquire  into  the 
possibility  of  collusion  in  setting  gasoline  prices,  said, 

"I  am  led  to  suspect  the  operation  of  factors 
which  are  other  than  economic,  and  it  is  at  that  point 
I  see  the  possibility  of  collusion." 

All  the  companies  are  playing  at  competition. 
But  it's  only  a  game.    Nothing  outrages  spokesmen  for 
the  industry  more  than  the  suggestion  that  there  is  a 
lack  of  competition  in  the  oil  industry. 

Shortly  after  an  open  hearing  at  which  several 
representatives  of  the  major  companies  testified,  the 
Commission  issued  a  press  release  that  stated: 

"Testimony  under  oath  of  major  oil  company 
officials  is  to  the  effect  that  virtually  no  price 
competition  exists  in  Montana;  that  in  fact  the  excess 
of  refined  products  is  dumped  at  lower  prices  outside 
Montana." 

This  release  triggered  a  five  page  wire  of 
outraged  denial  from  Mr.  Ross  of  Standard  Oil  of 
Indiana,  a  three  page  letter  from  Mr.  Harry  Kennedy 
of  Continental  Oil  Company,  and  a  two  page  letter 
from  Mr.  H.  G.  Carmichael  of  the  Texas  Company. 
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The  Commission's  press  release  had  been  issued 
because  the  testimony  at  the  hearing  showed  conclusively 
that  the  Tank  Wagon  price,  the  price  the  service  station 
operator  pays,  was  invariably  identical  among  the  companies. 

¥ir»  Ross's  company  had  a  refinery  in  Greybull, 
Wyoming,  but  closed  it  down  because  it  was  uneconomical 
to  operate.    His  company  has  a  refinery  at  Casper,  VJyoming, 
but  finds  it  uneconomical  to  ship  into  Montana.    So  they 
exchange  with  Carter  and  draw  products  from,  the  Billings 
refinery.    (This  is  discussed  above  under  EXCHANGES.)  The 
Tank  Wagon  price  on  Standard's  gasoline  is  the  same  as 
every  other  company's. 

Mr.  Carmichael's  company  does  just  the  opposite; 
it  hauls  a  portion  of  its  gasoline  from  Casper,  Wyoming, 
and  sells  at  the  same  price  as  every  other  company. 

Mr.  Kennedy's  company  manufactures  its  gasoline 
in  Billings,  Montana,  and  sells  it  at  the  same  price  as 
every  other  company. 

No  price  compex^ition  exists.    And  it  won't  come 
into  existence  simply  by  saying  it  over  and  over  again. 

The  incontrovertible  facts  are: 

1.  That  Montanans  pay  more  for  their  gasoline 
than  the  citizens  of  any  other  state; 

2.  That  refineries  in  Montana  have  shrunk  from. 
34  in  1942  to  9  in  1955; 

3.  That  Montana  refines  30  per  cent  more  gas- 
oline than  it  consumes  and  this  surplus  is 
exported  from  the  state  where  it  is  sold 
at  a  lower  price  than  it  is  at  home; 

4.  That  nearly  60  per  cent  of  the  oil  refined 
in  Montana  is  imported  from  Wyoming; 

5.  That  major  companies  in  Montana  control 
roughly  95  per  cent  of  all  marketing  and 
refining  capacity,  77  per  cent  of  production, 
and  effectively  control  almost  all  trans- 
portation of  oil. 

These  facts  coupled  with  other  material  gathered 
by  the  Commission  indicate  that  Montana's  constitution 
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is  being  violated  and  its  statutes  ignored  by  the 
oil  companies. 

Article  15,  Section  20,  of  the  Montana  Consti- 
tution expressly  prohibits  combinations  for  the  purpose 
of  price  fixing. 

Section  94-1101  through  94-lllS,  Revised  Codes  of 
Montana,  1947,  deal  expressly  with  criminal  conspiracy 
and  illegal  practices  in  restraint  of  trade.  These 
statutes  make  it  a  crime  to  discriminate  between  dif- 
ferent sections  of  the  State  either  in  the  purchase  or 
the  sale  of  commodities  or  services. 

The  Legislature  has  instructed  the  Trade 
Commission  to  investigate  "the  prevailing  methods  of 
fixing  prices  in  the  marketing  of  gasoline  and  re- 
fined petroleum  products  in  Montana,  to  determine 
whether  such  price-fixing  methods  are  in  violation 
of  the  Constitution  and  Statutes  of  Montana  and  shall 
cause  to  be  prosecuted  by  civil  or  criminal  actions, 
or  both,  any  such  violations." 

The  Commission  will  follow  the  mandate  of  the 
Legislature  to  the  letter. 
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